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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  is  the  report  on  the  audit  of  the  Employee  Benefits 
Plan  administered  by  the  Department  of  Administration. 

The  audit  was  conducted  by  Wolcott   and  Associates,   Inc.  under 
contract  with  the  Office  of  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  report. 

Reacectfully   submi-ttsed, 


Legislative  Auditor 


WOLCOTT  & 
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October  17,  1988 


Mr.  Scott  A.  Seacat 
Legislative  Auditor 
State  of  Montana 
State  Capitol 
Helena,  Montana  59620 

Dear  Mr.  Seacat: 


We  have  completed  our  audit  services  for  the  State  Employee 
Benefits  Plan  for  the  period  March  1,  1986  through  February  29, 
1988.   We  are  pleased  to  present  our  report. 

Our  report  is  presented  under  the  following  headings: 

Introduction 

Summary  of  Audit  Results 

Participant  and  Pharmacy  Confirmations 

Reimbursement  Calculations  and  Procedures 

Prior  Audit  Recommendations 

Compliance  with  Regulations 

Results:   Payment  Accuracy 

Turnaround  Time 

Subrogation 

Cost  Containment 

Recommendations 


***** 


We  appreciate  the  opportunity  to  be  of  service  to  the  State 
of  Montana  in  this  most  important  program. 

Yours  truly, 

WDIiCOTT"^  ASSOCIATES,    INC. 


Ray  Woloott,    Jr 
Presidj^t 
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I  -  INTRODUCTION 

The  State  of  Montana  provides  self-funded  medical  care  and 
dental  care  benefits  through  the  State  Employee  Benefits  Plan. 
Approximately  11,500  active  and  retired  employees  participate  in 
the  plan. 

Blue  Cross  and  Blue  Shield  of  Montana  (BC/BS)  provides 
administrative  services  to  the  plan  under  an  agreement  initially 
adopted  as  of  September  1,  1985. 

PURPOSE  OF  SERVICE 

Section  2-18-816,  MCA  (Montana  State  Law)  requires  the 
Legislative  Auditor  or  an  independent  certified  public  accountant 
to  perform  an  annual  audit  of  the  State  Employee  Benefits  Plan. 
The  nature  of  the  annual  audit  is  such  that  employee  benefit 
consulting  firms  with  appropriate  expertise  and  ability  are 
permitted  to  compete  for  and  be  awarded  this  special  purpose 
audit. 

The  purpose  of  the  service  is  to  comply  with  Section  2-18- 
816,  MCA. 

AUDIT  TIMING 
AND  STAFF 

The  Legislative  Auditor's  office  advised  Wolcott  & 
Associates,  Inc.  that  we  had  been  awarded  the  audit  contract  and 
requested  that  the  field  work  commence  prior  to  July  1,  1988. 
All  preliminary  work  was  completed  and  the  on-site  audit  services 
began  on  June  13,  1988.  The  exit  conference  was  held  on  June  24, 
1988,  the  last  day  of  on-site  activity. 

On-site  audit  services  were  performed  at: 

Blue  Cross  and  Blue  Shield  of  Montana 
404  Fuller  Avenue 
Helena,  Montana   59604 

and 

State  of  Montana 
State  Personnel  Division 
Mitchell  Building 
Helena,  Montana   59620 
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Individuals  involved  in  the  audit  are  listed  below: 


Name 
Ray  Wolcott,  Jr. 
Joseph  Holley 
Kathy  Greenwood 
Richard  Reese 
Carrie  Woodling 


Title  On-site 
President,  Project  Director        yes 
Manager/Independent  Review         no 
Audit  Supervisor/Lead  Auditor      yes 
Actuary/Statistician  no 

Auditor  yes 


SCOPE  OF  AUDIT 

The  scope  of  audit  services  covered  medical  and  dental 
benefit  claims  paid  by  BC/BS  during  the  period  from  March  1,  1986 
through  February  29,  1988.  Test  work  was  performed  on  400 
medical  claims  and  200  dental  claims,  all  of  which  were  selected 
on  a  random  or  statistical  basis. 

Elements  of  claims  adjudication  which  were  evaluated 
include: 

Turnaround  time  required  to  process  each  claim. 

Eligibility  of  claimants  to  receive  payment. 

Payee  accuracy,  including  benefit  assignments  to 
service  providers. 

Administration  of  coordination  of  benefits 
provisions,  including  Medicare. 

Administration  of  subrogation  provisions. 

Calculation  accuracy,  including  Usual,  Customary  and 
Reasonable  (UCR)  limits  and  computation  of 
deductible  and  co-payment  ceilings. 

Completeness  of  necessary  information. 

Compliance  with  benefit  plan  structure. 

Identification  of  duplicate  claim  submissions. 

Consistency  of  payments  to  BC/BS  member  physicians 
and  other  physicians. 
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Positive  confirmations  of  individual  payments  with 
state  employees. 

Accuracy  and  timeliness  of  reimbursements  by  the 
state  to  BC/BS. 

Managed   care,   hospital   bill   audit   and   fraud 
investigation  activities  of  BC/BS. 

Positive  confirmation  of  prescription  drug  services 
with  pharmacies. 

LIST  OF  ADMINISTRATIVE  OFFICIALS 

Listings  of  administrative  officials  for  both  the  Department 
of  Administration  and  BC/BS  are  presented  below. 

Department  of  Administration 

Department  of  Administration  administrative  officials  at  the 
time  of  our  audit,  included: 

Director,  Department  of  Administration  -  Ellen  Feaver 
Deputy  Director,  Department  of  Administration  -  Dave  Ashley 
Administrator,  State  Personnel  Division  -  Laurie  Ekanger 
Chief,  Labor  Relations  &  Employee  Benefits  Bureau  -  Art  McCurdy 
Supervisor,  Compensation  and  Benefits  Section  -  Joyce  Brown 
Administrative  Officer  -  Linda  Kaiser 
Program  Specialist  -  Merrilee  Coleman 

Blue  Cross  and  Blue  Shield 

BC/BS  administrative  officials  at  the  time  of  our  audit, 
included: 

President  -  Alan  F.  Cain 

Executive  Vice  President  -  Terry  Screnar 

Vice  President,  Claims  -  Yvonne  Cutler 

Vice  President,  Finance  -  Ron  King 

Vice  President,  Internal  Audit  -  Clyde  Bigelow 

Vice  President,  Marketing  and  Sales  -  Donald  D.  Jones 

General  Counsel  -  William  Jensen 

Director,  Claims  -  Dolores  Burton,  R.  N. 

Director,  House  &  Broker  Accounts  -  Jack  Pyatt 

Internal  Auditors  -  Diana  Schedel  and  Dave  Bauer 

Manager,  Claims  -  Dorothy  Debus,  R.  N. 
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II  -  SUMMARY  OF  AUDIT  RESULTS  AND  RECOMMENDATIONS 

The  results  of  our  audit  and  review  services  plus  a  summary 
of  our  recommendations  are  discussed  in  more  detail  in  later 
sections  of  this  report.  The  purpose  of  this  section  is  to 
provide  a  brief  summary  of  our  findings  and  recommended  action  to 
improve  the  Plan. 

SUMMARY  OF  AUDIT  RESULTS 

A  brief  summary  of  our  audit  results  is  presented  below. 

Transactions  Examined 

We  examined  400  medical  claims,  200  dental  claims  and  50 
prescription  drug  claims.  The  50  prescription  drug  claims 
included  some  of  the  400  medical  claims.  However,  the  scope  of 
the  work  performed  on  the  50  prescription  drug  claims  was  limited 
to  pharmacy  confirmations. 

Dollar  Amount  Of  Examined  Transactions 

The  400  medical  claims  totaled  $78,430.87.  The  200  dental 
claims  totaled  $23,463.75,  The  grand  total  of  all  600  claim 
items  was  $101,894.62.  No  total  is  presented  for  the  50 
prescription  drug  claims  as  the  scope  was  unrelated  to  frequency 
and  magnitude  testing  for  the  basic  sample. 

Total  Overpayments 

The  sample  contained  seven  medical  claim  overpayments  which 
totaled  $84.17  and  one  dental  claim  overpayment  for  $294.00.  The 
total  overpayments  were  eight  items  for  a  total  of  $378.17. 

Total  Underpayments 

The  sample  contained  one  medical  claim  underpayment  for 
$116.50  and  four  dental  claim  underpayments  which  totaled  $24.50. 
The  total  underpayments  were  five  items  for  a  total  of  $141.00. 

No  Dollar  Error 

One  dental  claim  was  paid  in  error.  It  was  a  valid  claim. 
The  correct  amount  was  paid  to  the  proper  provider.  However,  the 
claim  was  processed  for  the  wrong  family  member. 

Transactions  With  Dollar  Errors 

Of  the  400  medical  claims,  8  were  paid  in  error.  Of  the  200 
dental  claims,  6  were  paid  in  error.  In  total,  14  of  the  600 
transactions  were  paid  in  error.   None  of  the  transactions 
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contained  more  than  one  error.   As  a  result,  the  number  of  errors 
detected  equals  the  number  of  transactions  with  errors. 

Macmitude  of  Payment  Errors 

The  magnitude  of  payment  errors  in  the  medical  claim  sample 
was  $200.67.  The  magnitude  was  $318.50  in  the  dental  claim 
sample.   The  total  magnitude  was  $519.17. 

Error  Rate  -  Magnitude 

The  magnitude  of  medical  claim  payment  errors  was  .26% 
($200.67  divided  by  $78,430.87).  The  dental  claim  error 
magnitude  was  1.36%  ($318.50  divided  by  $23,463.75).  The 
combined  magnitude  was  .51%  ($519.17  divided  by  $101,894.62). 

Claim  Processing  Time 

Claim  processing  time  or  turnaround  time  for  this  audit  was 
measured  from  the  "received  date"  entered  on  the  claim  document 
to  the  date  the  check  was  mailed  to  the  participant  or  provider 
or  the  date  the  explanation  of  benefits  was  mailed  to  the 
participant  if  the  claim  involved  a  participating  provider. 

Separate  turnaround  data  were  developed  for  the  medical 
claim  and  dental  claim  samples.  The  results  of  our  turnaround 
time  analysis  are  presented  below. 

STATE  EMPLOYEE  BENEFITS  PLAN 
ELAPSED  DAYS  TO  PROCESS 

SAMPLE 

Medical  Claim  Sample 
Dental  Claim  Sample 
Total  Sample 

*  Sample  was  bi-modal 

Statistical  Accuracy 

The  sample  consisted  of  600  randomly  selected  claims.  Based 
on  the  population  and  sample  sizes,  the  results  indicate  a  99 
percent  confidence  level  that  the  error  rate  of  the  population 
does  not  exceed  5.33  percent.  The  statistical  justification  is 
as  follows: 

(1)   The  formula  for  developing  the  initial  sample  size  was: 

S  =  [f (cc) ]2  X  P  (1-P) 

r2 
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MEAN 

MEDIAN 

MODE 

17.2 

10 

7 

16.1 

14 

7,14* 

16.8 

11 

7 

(2)  f(cc)  is  a  function  of  the  confidence  coefficient,  P  is 
the  probability  that  a  claim  is  paid  correctly  and  R  is 
1/2  of  the  acceptable  probability  tolerance. 

(3)  In  our  test  work,  S  =  600  and  P  was  determined  to  be 
2.33  percent.   R  was  set  at  3  percent. 

(4)  By  solving  for  f(cc),  we  develop  4.87.  This  is  the 
function  associated  with  99.3  percent  confidence. 

The  error  rate  cannot  be  negative.  We  conclude  with  99 
percent  confidence  that  the  error  rate  does  not  exceed  5.33 
percent. 

SUMMARY  OF  RECOMMENDATIONS 

Each  recommendation  is  summarized  below.  A  more  detailed 
discussion  of  these  recommendations  is  presented  in  Section  XI. 

Accident  Claim  Procedure 

We  recommend  the  State  direct  BC/BS  to  modify  the  claim 
procedure  to  require  the  following  information  prior  to  payment 
of  supplemental  accident  benefits:  (1)  date  and  place  accident, 
(2)  brief  description  of  accident,  and  (3)  statement  that  the 
accident  was  or  was  not  work  related. 

Replacement  Dentures 

We  recommend  the  State  advise  BC/BS  of  the  correct 
definition  and  effective  date  of  "The  Plan." 

We  further  recommend  the  booklet  language  regarding 
replacement  dentures  be  written  to  clearly  describe  the  frequency 
of  replacement  acceptable  for  payment  under  the  Plan. 

Finally,  we  recommend  BC/BS  retain  the  date  of  most  recent 
placement  or  replacement  in  the  computer  system  to  permit  testing 
of  the  time  period  or  request  information  from  the  dentist 
regarding  the  dates  of  prior  services. 

Coordination  of  Benefits 

We  recommend  the  State  request  COB  data  at  least  annually. 
We  suggest  this  process  be  completed  at  the  agency  or  department 
level  at  the  beginning  of  each  Plan  year. 

Hospital  Bill  Audits 

We  recommend  the  State  request  BC/BS  to  implement  a  hospital 
audit  program  using  either  their  own  staff  or  the  services  of  an 
outside  firm. 
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Annual  Repoirt 

We  recommend  that  the  annual  report  be  more  extensive; 
address  recommendations;  provide  a  complete  overview  of  all  plans 
being  administered,  their  premium  rates,  and  employee 
contribution  requirements;  and  financial  statements  for  the  self- 
funded  portions. 

Plan  Rules 

We  recommend  the  Department  prepare  rules  to  comply  with 
Section  2-18-811,  MCA. 

Subrogation 

We  recommend  the  Department  of  Administration  and  BC/BS  take 
an  active  role  in  the  encouragement  of  the  legislature  to  adopt 
legislation  permitting  subrogation  without  requiring  a  finding  of 
liability  and  without  the  delay  required  by  Section  2-18-902, 
MCA. 

Eligibility  Change 

We  recommend  that  the  eligibility  system  be  enhanced  to  edit 
for  codes  that  are  inconsistent  with  age  and  other  factors. 

Annual  Audit 

We  recommend  an  annual  audit  of  the  employee  benefit  plan  be 
performed  until  the  law  is  changed. 
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Ill  -  PARTICIPANT  AND  PHARMACY  CONFIRMATIONS 

Our  work  plan  included  100  participant  confirmations  and  50 
pharmacy  confirmations.   The  results  of  each  are  discussed  below. 

PARTICIPANT  CONFIRMATIONS 

We  received  81  responses  to  our  initial  confirmation  request 
and  12  responses  to  our  second  request  mailing.  We  attempted  to 
contact  the  remainder  by  telephone  to  obtain  confirmation  of  the 
medical  or  dental  services. 

A  total  of  96%  (96  of  the  100  confirmations)  of  the 
employees  responded. 

One  individual  could  not  be  reached  by  mail  or  telephone,  he 
had  moved  and  left  no  forwarding  address.  One  individual  (a 
former  spouse  of  an  employee)  had  no  telephone  listing.  Two 
employees  could  not  be  reached  by  telephone  and  did  not  respond 
to  either  letter. 

One  respondent  pointed  out  an  incorrect  date  of  service 
which  had  been  entered  into  the  system.  All  other  responses 
confirm  that  the  services  were  actually  performed  on  the  recorded 
date  and  that  the  fees  agreed  with  either  their  records  or 
memory. 

Our  review  of  the  four  unconfirmed  did  not  produce  any 
evidence  that  they  were  not  valid  claims  for  services  performed. 

PRESCRIPTION  CONFIRMATIONS 

We  received  42  responses  to  our  initial  confirmation  request 
and  8  responses  to  our  second  request. 

One  of  the  prescription  drug  claims  selected  had  been 
submitted  for  payment  by  a  dependent  of  a  state  employee.  All 
the  prescription  charges  had  been  previously  paid  by  Montana 
Medicaid.  When  the  claim  was  received  by  BC/BS,  they  reimbursed 
the  Department  of  Social  Rehabilitation  Services. 

All  other  confirmations  received  confirm  that  services  were 
in  fact  performed  and  the  charges  agreed  with  their  records. 
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IV  -  REIMBURSEMENT  CALCULATIONS  AND  PROCEDITRES 

The  method  by  which  the  State  reimburses  BC/BS  for  its  fees 
and  claim  payments  was  changed  during  the  period  covered  by  our 
audit  and  review. 

INITIAL  AGREEMENT 

The  initial  agreement  was  entered  into  on  December  31,  1985 
and  covered  the  period  from  September  1,  1985  through  August  31, 
1986.  That  agreement  was  amended  to  extend  its  terms  for  the 
period  September  1,  1986  through  August  31,  1987. 

This  initial  agreement  called  for  a  per  claim  fee  to  be 
charged  by  BC/BS  for  each  claim  processed.  The  fee  was  initially 
set  at  $2.34  per  claim  and  subsequently  raised  to  $2.39. 

The  computerized  claim  system  counted  the  number  of  claims 
processed.  This  information  was  developed  on  a  weekly  basis 
together  with  the  total  dollar  amount  of  claims  actually  paid. 

We  conducted  test  work  on  nine  weekly  reports.  The  results 
of  this  test  work  agree  to  the  fee  and  claim  billings  sent  to  the 
State  of  Montana  by  BC/BS.  A  weekly  request  for  payment  is  made 
by  BC/BS  and  the  State  issues  a  warrant  following  receipt  of  the 
payment  request. 

CURRENT  FEE  AGREEMENT 

Effective  September  1,  1987,  the  BC/BS  fee  and  basis  were 
changed.  Rather  than  a  per  claim  charge,  the  fee  is  now  based  on 
the  number  of  plan  participants  covered  during  the  month.  The 
monthly  fee  is  $2.96  per  participant  covered  for  medical 
benefits,  plus  $.34  per  participant  covered  for  dental  benefits. 

BC/BS  no  longer  is  concerned  about  the  number  of  claims 
paid.  The  participant  data  are  provided  by  the  State  on  the 
eligibility  tape.  The  fee  billing  process  now  involves  the 
addition  of  several  subtotals  and  multiplying  the  result  by 
either  $2.96  or  $3.30  ($2.96  plus  $.34). 

We  conducted  test  work  on  two  of  the  six  months  covered  by 
our  audit  and  the  new  fee  agreement.  Our  test  work  agreed  with 
the  billing  by  BC/BS. 
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V  -  PRIOR  AUDIT  RECOMMENDATIONS 

The  most  recently  completed  audit  of  the  State  Employee 
Benefit  Plan  prior  to  this  audit  was  performed  for  the  period 
from  May  1,  1985  through  February  28,  1986. 

The  report  for  that  audit,  issued  in  September,  1986, 
contained  only  one  recommendation.  The  recommendation  was  that 
"Montana  Physicians'  Service  (now  BC/BS)  continue  to  monitor  the 
turnaround  time  for  the  State  of  Montana  claims,  and  keep  the 
State  informed  of  any  changes," 

The  recommendation  concluded  by  stating:  "If  the  turnaround 
time  cannot  be  kept  consistently  over  85%  in  the  two-week  period, 
Montana  Physicians'  Service  should  make  a  close  review  of  the 
reasons  why  and  take  corrective  action." 

BC/BS  responded  to  the  recommendation  by  commenting  that 
some  claims  are  delayed  for  two  or  more  weeks  because  eligibility 
information  is  often  not  provided  by  the  State  until  the  third 
week  of  the  month.  They  also  agreed  to  continue  to  monitor  the 
situation. 

The  then  Chief  of  the  Employee  Benefits  Bureau  commented 
that  the  two  week  standard  was  in  his  opinion  "optional.  ...It 
cannot  be  met  for  claims  incurred  and  filed  early  in  a  month." 

Our  review  of  action  taken  regarding  this  recommendation 
indicates  that: 

(a)  Both  the  State  and  BC/BS  are  monitoring  turnaround 
time. 

(b)  The  State  has  not  been  able  to  improve  on  the 
preparation  time  required  to  produce  the 
eligibility  data. 

(c)  BC/BS  has  not  modified  either  the  payment  cycle  or 
the  practice  of  pending  claims  until  eligibility 
can  be  verified. 

COMMENT:  The  results  of  our  turnaround  time  analysis  indicate 
that  only  7.3%  of  claims  in  our  sample  were  paid  in  over  14  days 
and  had  no  justifiable  reason  for  the  delay.  All  member 
physicians  and  hospitals  have  agreed  to  a  periodic  payment 
schedule.  All  claims  requiring  additional  data  or  those  delayed 
due  to  the  eligibility  data  are  deemed  to  have  justifiable 
reasons  for  delay. 
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VI  -  COMPLIANCE  WITH  REGUIATIONS 

The  scope  of  our  services  included  a  review  of  applicable 
state  regulations  relating  to  the  State  Employee  Benefits  Plan 
and  a  determination  of  the  Department  of  Administration's 
compliance  with  these  regulations.  We  reviewed  sections  2-18-701 
through  2-18-704,  MCA,  section  2-18-801  and,  sections  2-18-808 
through  2-18-816. 

FINDINGS 

A  summary  of  our  review  and  findings  are  presented  below. 

Section  2-18-701  contains  a  definition  of  employees.  The 
State  Employee  Benefit  Plan  provides  coverage  for  each  of  these 
groups  of  employees  with  the  exception  of  those  individuals  under 
the  authority  of  the  board  of  regents,  who  are  eligible  for  the 
University  System  plan. 

Section  2-18-702  states  that  required  contributions  by 
covered  employees  shall  be  deducted  from  the  employee's  salary  or 
wages.  Our  test  work  confirmed  that  contributions  were  being 
withheld  from  employee  compensation. 

Section  2-18-703  specifies  the  contributions  to  be  made  by 
each  agency  toward  the  cost  of  the  group  benefits.  The  required 
agency  contribution  level  agreed  with  information  reviewed  in  the 
Department  of  Administration  records. 

Section  2-18-704  details  several  mandatory  provisions  for 
the  plan.  Each  provision  is  contained  in  the  State  Employee 
Benefits  Plan. 

Section  2-18-810  describes  the  function  of  the  state 
employee  group  benefits  advisory  council.  We  reviewed  minutes  of 
the  advisory  council's  meetings  and  conclude  that  they  are 
performing  all  functions  listed  in  Section  2-18-810. 

Section  2-18-811  lists  the  general  duties  of  the  Department 
of  Administration  relating  to  the  plan.   Each  is  discussed  below. 

(1)   Adopt  rules  for  the  conduct  of  its  business. . .and 
to  carry  out  the  purposes. 

The  Department  of  Administration  has  adopted  pay 
plan  rules  (effective  July  1,  1987  replacing  those 
effective  July  1,  1985)  .  One  paragraph  of  these 
rules  addresses  the  State  Contribution  To  Group 
Benefits.  We  were  advised  by  the  Chief,  Employee 
Benefits  Bureau  that  this  is  the  only  rule  adopted 
regarding  the  employee  benefits  plan. 
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(2)  Negotiate  and  administer  contracts.  Minutes  of 
the  advisory  council  meetings  and  other  department 
documents  were  reviewed  to  determine  the  degree  to 
which  the  department  negotiates  and  administers 
contracts. 

Based  on  our  review,  we  conclude  that  the 
department  is  negotiating  and  administering 
contracts. 

(3)  Design  plan,  establish  specifications  for  bids, 
and  make  recommendations  for  acceptance  or 
rejection  of  bids. 

Again,  we  reviewed  advisory  council  minutes  and 
other  department  documents.  Based  on  that  review, 
we  conclude  that  the  department  is  performing 
these  duties. 

However,  it  appears  that  members  of  the  advisory 
council  are  taking  an  active  role  in  the 
performance  of  these  activities. 

(4)  Prepare  an  annual  report. 

An  annual  report  is  prepared  by  the  plan's 
consultant.   The  report  generally  includes: 

-  Recommendations  regarding  reserves. 

-  Historical  and  projected  income  and  expense 
information. 

-  Presents  a  listing  of  plan  changes  adopted. 

Our  review  did  not  identify  report  information 
which: 

-  Describes  the  plans  being  administered. 

-  Makes  substantial  recommendations  for 
changes  in  the  plans  (other  than  funding 
and  reserving) . 

(5)  Perform  or  obtain  an  analysis  of  rate  adequacy. 

The   consultants'   annual  reports   address   this 

subject.    As  a  result,  we  conclude  that  this 

requirement  is  met  by  the  consultant  on  behalf  of 
the  department. 
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Section  2-18-812  provides  for  the  use  of  an  alternate  to 
conventional  insurance.  Based  on  our  review  of  department 
records,  consultant  reports  and  other  department  documents,  we 
conclude  that  the  department  complies  with  the  requirements  of 
this  Section. 

Section  2-18-813.14  and  15  do  not  directly  address  the 
department's  activities. 

Section  2-18-816  requires  the  department  to  have  the  benefit 
plan  audited  on  an  annual  basis  either  by  the  legislative  auditor 
or  an  independent  certified  auditor. 

The  plan  has  not  had  an  annual  audit  for  several  years. 
This  audit  covered  a  two  year  period.  We  understand  the  advisory 
council  has  recommended  the  audit  be  performed  on  a  bi-annual 
basis.  However,  we  are  unaware  of  any  change  in  the  requirements 
of  Section  2-18-816. 

This  section  also  requires  that  the  audit  be  performed 
either  by  the  legislative  auditor  or  an  independent  certified 
public  accountant.  Employee  benefit  consulting  firms  have  been 
invited  to  bid  on  the  audit  contract  and  Wolcott  &  Associates, 
Inc.  (an  employee  benefit  consulting  firm)  was  awarded  this 
year's  contract. 
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VII  -  RESULTS;   PAYMENT  ACCURACY 

Our  test  work  to  determine  claim  payment  accuracy  involved 
three  main  steps:  (1)  verification  of  eligibility  for  100  of  the 
claims,  (2)  confirmation  of  services  provided  through  mail 
confirmations  mailed  to  100  participants  and  50  pharmacies  and 
(3)  recalculation  of  600  previously  processed  claims. 

ELIGIBILITY  VERIFICATION 

Eligibility  was  verified  in  the  Department  of  Administration 
by  physical  review  of  department  records  and  comparison  to  dates 
of  service  shown  on  the  claim  documents. 

No  exceptions  were  noted  in  our  test  work. 

PARTICIPANT  CONFIRMATIONS 

One  hundred  claim  items  were  selected  for  confirmation. 
Claimants  were  asked  to  confirm  the  date  of  service  and  the 
amount  billed. 

The  initial  mailing  was  followed  by  a  second  request  and  a 
subsequent  telephone  call  to  those  who  had  not  responded.  A 
total  of  96  confirmations  were  obtained.  After  review,  all 
confirmations  received  agree  with  dates  and  amounts  of  service 
reported  by  providers. 

One  of  the  participants  reported  that  he  had  not  received 
the  services  on  the  date  recorded  by  BC/BS.  A  subsequent  review 
confirmed  that  a  data  entry  error  had  been  made  by  BC/BS.  The 
error  has  been  corrected.   No  payment  error  had  occurred. 

One  additional  claimant  indicated  that  his  dental  services 
were  as  a  result  of  an  accident.  The  claim  had  been  paid  as  a 
regular  dental  service.  The  claim  documents  did  not  contain  any 
indication  of  an  accident.  However,  the  claim  was  reprocessed 
and  an  increased  payment  was  made. 

We  conclude  that  all  services  were  received  and  fees  agree 
to  amounts  billed  for  those  whose  confirmations  were  received. 
We  have  no  reason  to  believe  the  services  or  fees  related  to  the 
other  confirmation  requests  were  incorrect. 

PHARMACY  CONFIRMATIONS 

Fifty  prescription  drug  claims  were  selected  for 
confirmation.  Under  the  BC/BS  claim  system,  a  participant  may 
submit  a  listing  of  prescriptions  filled  without  the  actual 
receipt  as  long  as  the  pharmacist  signs  the  form  to  verify  that 
the  prescriptions  and  fees  are  correct. 
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Only  claims  with  a  signature  were  selected.  We  conclude 
that  other  claim  submissions  had  included  receipts. 

The  initial  mailing  was  followed  by  a  second  request  and  a 
subsequent  telephone  call  to  those  who  had  not  responded.  All 
were  requested  to  confirm  that  the  patient,  drug,  quantity  and 
prices  agree  with  their  records.  After  review,  all  confirmations 
agree  with  the  claims  submitted. 

One  pharmacist  reported  that  the  claim  had  been  paid  by  SRS 
under  the  Montana  Medicaid  program.  The  patient,  a  dependent  of 
a  State  employee  had  then  submitted  the  claim  to  BC/BS  for 
payment.  BC/BS  recognized  the  pharmacist's  notation  regarding 
SRS  and  made  payment  to  the  State  rather  than  the  participant. 
We  have  no  information  regarding  the  dual  coverage  of  this 
individual  by  the  benefits  plan  and  Medicaid. 

ADJUDICATION  ACCURACY  -  MEDICAL 

Information  presented  below  describes  our  test  work  on  the 
400  previously  processed  claims  and  the  errors  identified. 

Each  of  the  400  selected  medical  claims  was  reprocessed 
during  our  test  work.  This  included  a  review  of  hard  copy 
microfilm  of  the  original  claim,  review  of  all  appropriate 
adjudication  steps  plus  a  recalculation  of  the  payment  amount  and 
verification  of  the  payee. 

Frequency  of  Error 

We  identified  errors  in  eight  of  the  400  claims.  This  is  an 
error  rate  of  two  percent.  The  error  rate  is  well  below  the  four 
to  six  percent  error  frequency  rate  normally  observed  during  our 
audits  of  similar  plans.  Seven  of  the  errors  were  overpayments. 
The  other  was  an  underpayment.   The  errors  are  summarized  below. 

STATE  EMPLOYEE  BENEFIT  PLAN 
MEDICAL  CLAIM  ERRORS 
Type 

Medicare  Allowable  Charges 
Non-covered  Services 
Incomplete  Accident  Documentation 
Illness  Paid  As  Accident 
Incorrect  Duplicate  Process 
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Number 

i 
$ 

^mount 

2 

18.33 

1 

.84 

3 

54.00 

1 

11.00 

1 

( 

116.00) 

Error  Analysis 

The  payment  of  the  non-covered  services,  the  illness  paid  as 
an  accident,  the  incorrect  processing  of  what  turned  out  to  be  a 
valid  claim  rather  than  a  duplicate  claim  and  the  Medicare  claim 
errors  were  all  human  errors.   These  errors  occur  in  all  systems. 

As  the  pressure  for  speed  increases,  the  frequency  of  these 
errors  tends  to  increase. 

The  three  claims  paid  as  accidents  without  adequate 
documentation  are  the  result  of  a  standard  claim  procedure 
applied  to  a  non-standard  benefit  formula. 

The  typical  BC/BS  benefit  formula  does  not  apply  a 
deductible  to  physician  charges.  Illness  expenses  are  paid  at  80 
percent  (up  to  an  out  of  pocket  limit)  and  accident  expenses  are 
paid  at  100  percent.  BC/BS  claim  policy  does  not  require 
verification  of  an  accident  unless  the  claim  or  series  of  claims 
exceeds  $75.00. 

This  procedure  is  appropriate  where  the  magnitude  of  payment 
error  will  not  exceed  $15.00  and  where  BC/BS  is  using  its  own 
funds. 

However,  the  State's  plan  includes  a  deductible.  Accident 
expenses  not  only  are  paid  at  100  percent,  they  also  serve  to 
satisfy  the  annual  deductible  and  out  of  pocket  limits  for  the 
patient  when  in  fact  neither  has  been  paid  by  the  patient. 

We  observed  three  such  accident  related  overpayments. 
Further  investigation  of  similar  claims  not  included  in  the 
sample  produced  several  situations  where  payment  was  made  and 
subsequent  requests  to  obtain  verification  of  the  accident  were 
never  returned. 

Magnitude  of  Error 

Our  sample  contained  $78,430.87  in  total  dollars  claimed. 
The  magnitude  of  overpayment  was  0.1  percent  ($84.17  divided  by 
$78,430.87).  The  magnitude  of  underpayments  was  also  0.1  percent 
($116.50  divided  by  $78,430.87). 

The  magnitude  of  error  is  well  below  the  .4  percent  to  .75 
percent  rate  normally  observed  in  similar  audits. 
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ADJUDICATION  ACCURACY  -  DENTAL 

We  performed  identical  test  work  for  the  200  dental  claims 
as  was  performed  for  the  medical  claims.  Frequency  and  magnitude 
data  are  presented  below. 

Frequency  of  Error 

We  identified  six  errors  in  the  200  claim  sample.  This  is  a 
frequency  error  rate  of  3  percent,  which  is  below  the  four  to  six 
percent  range  of  error  normally  observed  in  similar  audits.  The 
dental  error  frequency  exceeds  the  error  frequency  of  the  medical 
sample. 

Four  of  the  errors  were  underpayments,  one  was  an 
overpayment  and  one  error  did  not  result  in  either  an  over  or 
underpayment.  The  payment  was  made  on  behalf  of  the  wrong  member 
of  a  family.   The  errors  are  summarized  below. 

STATE  EMPLOYEE  BENEFIT  PLAN 

DENTAL  CLAIM  ERRORS 

Type 

COB  Calculation 

UCR  Calculation 

Identification  of  Covered  Charges 

Identification  of  Covered  Charges 

Identification  of  Family  Member 

Two  of  the  underpayments  and  the  payment  to  the  incorrect 
family  member  were  human  errors  which  tend  to  occur  in  all  claim 
systems. 

One  underpayment  occurred  as  a  result  of  the  plan's 
limitation  on  fluoride  treatment.  An  adult  received  a 
prophylaxis  and  a  fluoride  treatment.  The  claim  form  shows  a 
$3  0.00  charge  for  the  prophylaxis  and  no  charge  for  the  fluoride. 
The  UCR  limit  for  the  prophylaxis  (without  a  fluoride  treatment) 
was  $31.25. 

Rather  than  pay  the  full  $30.00  charge  (which  was  under  the 
UCR  limit)  the  processor  subtracted  $11.00  as  an  appropriate 
charge  for  fluoride  and  paid  the  $19.00  balance.  Had  the  dentist 
charged  $19.00  for  the  prophylaxis  and  $11.00  for  the  fluoride, 
we  would  agree  with  the  payment. 
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Number 

Amount 

1 

($   3.00) 

2 

(   14.50) 

1 

(    7.00) 

1 

294.00 

1 

-0- 

Another  underpayment  occurred  as  a  result  of  a  claim  for 
bite-wing  x-rays  performed  on  the  same  day  as  a  full  mouth  x-ray. 
The  plan  limits  x-rays.  However,  it  does  not  exclude  payments 
for  bite-wings  taken  on  the  same  day  as  full  mouth  x-rays.  Based 
on  our  knowledge  of  dental  procedures,  the  practice  is  common. 
Subsequent  to  this  claim's  denial,  BC/BS  changed  its  procedure  to 
permit  such  payments. 

The  overpayment  occurred  as  a  result  of  a  replacement 
denture.  The  plan  provides  payment  for  replacement  dentures  if 
the  charge  occurs  more  than  five  years  following  the  initial 
expense  to  the  Plan.  The  claimant  had  become  covered  in  1979. 
The  denture  was  initially  placed  in  January  of  1982  and  replaced 
in  July  of  1986. 

This  overpayment  appears  to  have  been  the  result  of  a 
confusion  between  coverage  under  the  State  Employee  Benefit  Plan 
and  coverage  under  an  agreement  administered  by  BC/BS,  We 
believe  the  limit  is  based  on  coverage  under  the  State's  Plan.  A 
change  in  administrators  should  not  result  in  a  benefit  increase. 

Magnitude  of  Error 

Our  sample  contained  $23,463.75  in  dental  claims.  The 
magnitude  of  overpayment  is  1.3  percent  ($294.00  divided  by 
$23,463.75).  This  exceeds  the  range  of  error  magnitude  normally 
observed  in  similar  audits.  The  magnitude  of  underpayment  was 
0.1  percent.  This  is  below  the  range  of  error  magnitude  normally 
observed  in  similar  audits. 
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VIII  -  TURNAROUND  TIME 

We  have  responded  to  the  request  for  mean,  median  and  mode 
information  in  an  earlier  section.  The  purpose  of  this  section 
is  to  present  an  analysis  of  turnaround  time  using  industry 
accepted  standards  and  those  used  by  Wolcott  &  Associates,  Inc. 
for  claim  audit  purposes. 

MEASUREMENT  STANDARD 

We  measure  claim  turnaround  time  from  the  date  the  claim  is 
received  to  the  date  the  check  is  mailed.  We  believe  this  is  the 
turnaround  time  (exclusive  of  mail  time)  that  is  thought  of  by 
plan  participants. 

Our  standard  is  that  within  14  calendar  days,  85  percent  of 
all  claims  must  be  (1)  paid  or  (2)  be  delayed  by  reasons  beyond 
the  control  of  the  processor. 

A  claim  is  delayed  beyond  the  control  of  the  processor  if, 
for  example: 

Requested   additional   information   has   not   been 
received. 

The  claim  is  subject  to  special  review  (e.g.  medical 
review  or  COB) . 

The  eligibility  of  the  claimant  cannot  be  verified. 

The  provider  has  agreed  to  a  payment  cycle  that 
causes  the  payment  to  be  delayed. 

Claim  turnaround  time  for  the  plan  meets  our  85  percent 
standard.  Of  the  600  claims  in  our  sample,  only  44  or  7.3 
percent  required  longer  than  14  days  to  process  and  the  reason 
for  the  delay  did  not  appear  to  be  beyond  BC/BS's  control. 

Over  58.4  percent  of  the  claims  in  our  sample  were  actually 
paid  within  14  days  of  receipt.  Of  those  not  paid  within  two 
weeks,  nearly  20  percent  were  claims  paid  to  participating 
physicians  who  agree  to  be  paid  on  a  regular  frequency.  An 
additional  13  percent  were  claims  whose  payment  was  delayed 
because  the  claims  were  incurred  and  filed  early  in  the  month  and 
eligibility  could  not  be  verified. 

We  acknowledge  that  patients  and  providers  may  have  inquired 
regarding  delays.  These  inquiries  are  to  be  expected.  However, 
delays  due  to  late  receipt  of  eligibility  data  are  not  within  the 
control  of  either  BC/BS  or  the  Department  of  Administration. 
Delays  due  to  normal  payment  cycles  for  participating  providers 
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(even  when  the  delay  extends  beyond  one  month)  are  in  compliance 
with  the  provider's  agreement  with  BC/BS. 


A  summary  of  our  turnaround  time  analysis  is  presented 


below. 
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IX  -  SUBROGATION 

Sections  2-18-901  and  2-18-902,  MCA  provide  the  legal 
authority  for  subrogation  and  the  procedures  for  the  process. 
The  language  of  these  two  sections  (a)  does  not  directly  address 
the  needs  of  a  self-funded  health  care  plan  and  (b)  precludes 
effective  subrogation  under  most  normal  situations.  These  are 
both  discussed  below. 

SELF-FUNDED  PLAN 

Section  2-18-901  states  that  the  two  sections  apply  to  "a 
disability  insurance  policy  subject  to  this  chapter."  Both 
sections  continually  refer  to  "insured"  and  "insurer."  The  State 
Plan  is  self-funded,  there  is  no  "insurer"  and  no  "insureds." 

SUBROGATION  PRECLUDED 

Section  2-18-901  provides  recovery  "from  a  third  party  found 
liable  for  a  wrongful  act  or  omission  that  causes  injury."  Under 
Section  2-18-902,  subrogation  may  not  be  enforced  until  the 
injured  party  "has  been  fully  compensated  for  his  injuries." 

The  majority  of  accidents  involving  action  by  another 
individual  never  result  in  a  finding  of  liability.  In  fact,  most 
never  go  to  court.  The  typical  situation  involves  payment  by  a 
liability  insurance  company  without  trial. 

The  State  Employee  Benefits  Plan  provides  payment  for 
medical  and  dental  services.  It  does  not  make  payments  for  loss 
of  income,  pain  and  suffering,  loss  of  consortium  or  a  multitude 
of  other  items  which  may  be  included  in  the  phrase  "fully 
compensated  for  his  injuries." 

A  major  accident  may  result  in  substantial  payments  by  the 
State  Plan.  However,  subrogation  would  be  barred  if  the  injured 
party  had  not  been  fully  compensated  for  loss  of  income  even  if 
he  had  been  paid  twice  for  the  medical  bills. 

SUBROGATION  ACTIVITY 

The  BC/BS  legal  department  is  prepared  to  perform 
subrogation  activity  for  the  State  Plan.  The  claim  department 
has  been  directed  to  notify  the  legal  department  if  they  identify 
a  claim  that  may  produce  a  recovery.  If  such  a  claim  is 
identified,  BC/BS  will  contact  the  Department  of  Administration 
to  coordinate  the  process. 

Given  the  limited  scope  of  the  subrogation  law,  the  BC/BS 
general  counsel  does  not  expect  any  positive  results  from 
subrogation  activity. 
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X  -  COST  CONTAINMENT 

The  State  Plan,  like  all  benefit  plans,  is  subject  to  cost 
increases  resulting  from  inflation.  The  plan,  like  many  others, 
is  also  subject  to  cost  increases  resulting  from  over 
utilization. 

OVER  UTILIZATION 

Ways  over  utilization  can  occur  include  such  items  as: 

Excessive  frequency  of  service  (e.g.  three  office 
visits  for  the  flu  when  two  would  have  been 
sufficient) . 

Questionable  medical  necessity  (e.g.  surgery  to 
correct  a  condition  that  either  is  not  present  or 
controlled  by  medication) . 

Excessive  intensity  of  service  (e.g.  use  of 
intensive  care  facilities  where  semi-private 
facilities  are  reasonable  or  extended  hospital 
confinement  where  treatment  does  not  require 
confinement) . 

Excessive  cost  of  service  (e.g.  charges  exceed 
prevailing  level  or  procedures  are  more  costly  than 
other  appropriate  treatment) . 

Intentional  billing  for  services  not  performed  or 
modification  of  billing  to  induce  payment  in  excess 
of  actual  cost. 

PLAN  PROVISIONS 

The  State  Plan  does  not  contain  provisions  which  address 
many  of  these  areas  effectively.  Several  appear  to  have  been 
discussed  by  the  advisory  council.  However,  as  of  yet  they  have 
not  been  implemented. 

Plan  provisions  which  have  been  effective  for  other 
employers,  include: 

Mandatory  second  surgical  opinions  at  least  for 
specific,  non-emergency  diagnoses. 

Pre-certification  of  all  non-emergency  hospital 
admission. 

Concurrent  review  of  all  in-hospital  services. 
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Managed  care,  permitting  active  intervention  to 
direct  patients  and  providers  to  alternative 
treatment  programs. 

Fraud  warning  to  notify  employees  that  fraudulent 
claim  submissions,  including  failure  to  provide 
information  regarding  other  benefit  coverage,  is 
theft  from  the  State  of  Montana  and  will  be 
prosecuted,  as  any  other  fraud  or  theft,  by  the 
State. 

ADMINISTRATIVE  PROCEDURES 

In  addition  to  the  plan  provisions  listed  above,  several 
administrative  procedures  could  be  added  or  modified  to  enhance 
cost  containment  efforts.   They  include: 

Hospital  Bill  Audits 

Frequently,  errors  are  made  on  hospital  bills.  They  include 
(1)  charges  for  services  not  provided,  (2)  charges  for  services 
not  prescribed  by  the  doctor  or  by  standing  orders,  (3)  charges 
for  excessive  services,  (4)  duplicate  charges  and  (5)  excessive 
charges  for  services  provided. 

Many  claim  processors  either  perform  hospital  bill  audits  or 
contract  for  this  service.  BC/BS  does  not  provide  hospital  bill 
audit  services  for  the  State's  Plan.  However,  the  service  is 
available  from  several  firms  that  specialize  in  this  service. 
The  actual  recoveries  frequently  far  exceed  the  cost  of  the 
service. 

Usual.  Reasonable  and  Customary 

The  Plan's  definition  of  UCR  is  equal  to  120  percent  of  the 
90th  percentile  of  BC/BS 's  data  base  of  prevailing  fees.  In 
other  words,  the  Plan  will  accept  a  charge  that  is  20  percent 
higher  than  that  charged  by  90  percent  of  the  doctors  in  Montana. 

The  majority  of  benefit  plans  with  which  we  are  familiar 
limit  UCR  payment  to  the  85th  or  90th  percentile  of  their  data 
base.  Except  during  periods  of  very  rapid  inflation,  a  UCR 
definition  of  the  90th  percentile  provides  adequate 
reimbursement . 

The  use  of  a  more  typical  definition  of  UCR  should  provide 
appropriate  reimbursement  without  causing  a  financial  problem  for 
participants  or  providers. 
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Prescription  Drugs 

Current  procedures  permit  employees  to  file  a  claim  for 
prescription  drugs  without  enclosing  the  actual  receipts  for 
service,  if  the  pharmacist  signs  the  claim  form.  All  claim 
procedures  with  which  we  are  familiar,  except  Blue  Cross/Blue 
Shield  systems,  require  a  prescription  receipt  in  order  to  reduce 
the  potential  for  duplicate  submissions  or  fraudulent  filings. 

HEALTH  MAINTENANCE  ORGANIZATIONS 

The  addition  of  an  HMO  can  result  in  effective  cost  control. 
An  HMO  providing  superior  benefits  as  compared  to  the  traditional 
plan  will  tend  to  attract  individuals  with  higher  than  average 
medical  needs. 

If  the  State's  contribution  to  the  Plan  and  the  HMO  are 
equal,  those  with  greater  needs  will  tend  to  pay  the  HMO's  higher 
cost  to  receive  the  greater  benefits.  The  remaining  participants 
should,  on  the  average,  file  fewer  claims  and  produce  more 
favorable  claim  experience. 

Some  HMOs  are  not  willing  to  offer  their  program  on  the 
basis  of  a  clear  difference  in  benefits  and  at  an  appropriately 
different  cost.  These  HMOs  do  not  tend  to  produce  cost 
containing  results  for  a  plan  sponsor. 

FRAUD  INVESTIGATION 

BC/BS  has  developed  fraud  investigation  skills  and  actively 
investigates  potential  fraud  as  part  of  its  services  to  all 
subscribers.  We  reviewed  the  internal  audit  department's  fraud 
activity. 

Based  on  our  review  we  conclude  that  the  investigative 
procedures  and  staff  training  are  further  advanced  than  many 
administrators.  Several  identified  fraudulent  transactions  have 
resulted  in  appropriate  action  by  legal  authorities  and 
professional  bodies.  Additional  transactions  are  currently  under 
investigation. 

An  active  fraud  investigation  function  is  an  effective 
deterrent  to  those  who  may  consider  such  activities. 
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XI  -  RECOMMENDATIONS 

The  purpose  of  this  section  of  our  report  is  to  present 
recommendations  which  we  believe  to  be  appropriate  for  the  Plan. 
Each  recommendation  is  presented  below  with  a  brief  description 
of  its  purpose  and  intended  result. 

ACCIDENT  CIAIM  PROCEDURES 

BC/BS's  procedure  is  to  pay  claims  under  the  supplemental 
accident  provision  without  accident  documentation,  if  the  claim 
or  series  of  claims  is  under  $75.00  and,  in  the  opinion  of  the 
processor,  an  accident  may  have  occurred.  This  procedure  appears 
to  be  well  known  by  at  least  several  providers. 

Most  claim  procedures  with  which  we  are  familiar  require 
specific  information  regarding  the  accident  prior  to  payment  of 
benefits.  This  is  done  to  protect  the  plan  against  payment  of 
supplemental  accident  benefits  for: 

Illnesses. 

Accidents   that   occurred   over   90   days   prior  to 
treatment. 

Work  related  accidents. 

The  BC/BS  procedure  may  be  appropriate  for  their  regular 
group  insurance  business.  However,  we  believe  it  results  in 
excessive  claim  payments  and  is  not  an  industry  standard 
procedure. 

We  recommend  the  State  direct  BC/BS  to  modify  the  claim 
procedure  to  require  the  following  information  prior  to  payment 
of  supplemental  accident  benefits: 

Date  and  place  accident. 

Brief  description  of  accident. 

Statement  that  the  accident  was  or  was  not  work 
related. 

REPLACEMENT  DENTURES 

The  Plan  provides  for  payment  for  replacement  dentures  if 
the  patient  has  ben  covered  for  36  months  and  no  more  than  one 
replacement  in  any  five  year  period  (language  in  1987  booklet) . 
The  prior  booklet  language  excludes  payment  within  five  years  of 
last  expense  to  the  plan. 
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Two  problems  appear  to  have  been  created.  First,  there 
appears  to  be  some  confusion  regarding  the  definition  of  the 
Plan.  "The  Plan"  may  be  the  State  Employee  Benefits  Plan  which 
became  effective  September  1,  1979  or  "The  Plan"  may  mean  the 
BC/BS  program  that  became  effective  more  recently. 

Second,  the  prior  booklet  language  would  indicate  that  a 
replacement  denture  would  not  be  covered  within  5  years  from  the 
date  the  previous  one  was  placed.  The  new  language  would  permit 
one  in  any  five  year  period  even  if  the  replacement  occurred  less 
than  5  years  after  the  placement  of  the  initial  denture,  as  it 
would  only  be  one  replacement  within  a  5  year  period. 

We  recommend  the  State  advise  BC/BS  of  the  correct 
definition  and  effective  date  of  "The  Plan." 

We  further  recommend  the  booklet  language  regarding 
replacement  dentures  be  written  to  clearly  describe  the  frequency 
of  replacement  acceptable  for  payment  under  the  Plan. 

Finally,  we  recommend  BC/BS  retain  the  date  of  most  recent 
placement  or  replacement  in  the  computer  system  to  permit  testing 
of  the  time  period  or  request  information  from  the  dentist 
regarding  the  dates  of  prior  services. 

COORDINATION  OF  BENEFITS 

Very  few  of  our  sample  claims  contained  information 
regarding  other  medical  or  dental  benefit  coverage.  While  it  is 
possible  that  very  few  State  employees  and  their  families  are 
covered  by  other  plans,  we  believe  incomplete  data  may  be 
provided  to  BC/BS. 

Our  experience  indicates  that  the  number  of  individuals 
reporting  coverage  under  more  than  one  plan  increases  if  the 
employer  requests  the  data. 

We  recommend  the  State  request  COB  data  at  least  annually. 
We  suggest  this  process  be  completed  at  the  agency  or  department 
level  at  the  beginning  of  each  Plan  year. 

HOSPITAL  BILL  AUDITS 

Based  on  published  information  from  several  national 
studies,  incorrect  information  frequently  appears  on  hospital 
bills.  Patients  are  encouraged  to  review  their  bills,  but 
frequently  do  not  and  seldom  have  the  skill  to  identify  many 
errors. 

BC/BS  does  not  provide  this  service.  However,  hospital  bill 
auditing  is  a  service  frequently  provided  by  claim  processors 
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either  using  their  staff  or  an  outside  firm.  The  initial  process 
usually  involves  a  screening  of  hospital  bills  that  exceed  a 
specified  dollar  limit.  Those  claims  with  a  high  probability  of 
error  are  then  audited  at  the  hospital  and  all  appropriate 
documentation  is  reviewed. 

We  recommend  the  State  request  BC/BS  to  implement  a  hospital 
audit  program  using  either  their  own  staff  or  the  services  of  an 
outside  firm. 

ANNUAL  REPORT 

Section  2-18-811,  MCA  requires  the  Department  of 
Administration  to  prepare  an  annual  report  which: 

Describes  the  plans  being  administered. 

Details  historical  and  projected  costs  plus  status 
of  reserves. 

Makes  recommendations  for  changes  in  the  plans. 

As  agreed  in  their  service  agreement,  the  Plan's  consultant 
prepares  the  report. 

We  believe  the  annual  report  should  be  a  valuable  document 
for  both  the  Department  and  the  advisory  council.  Two  of  the 
last  three  annual  reports  have  been  brief  memoranda  from  the 
consultant  to  the  advisory  council.  The  third  was  a  two  page 
letter  attached  to  a  memorandum  addressed  to  the  advisory 
council. 

We  recommend  that  the  annual  report  be  more  extensive; 
address  recommendations;  provide  a  complete  overview  of  all  plans 
being  administered,  their  premium  rates,  and  employee 
contribution  requirements;  and  financial  statements  for  the  self- 
funded  portions. 

PLAN  RULES 

Section  2-18-811,  MCA  also  requires  that  the  Department 

prepare  rules  for  the  conduct  of  plan  activity.  The  only  plan 

related  rule  deals  with  State  contributions  and  is  attached  to 
the  pay  plan  rules. 

We  recommend  the  Department  prepare  rules  to  comply  with 
Section  2-18-811,  MCA. 

SUBROGATION 

Wolcott  &  Associates,  Inc.  is  not  engaged  in  the  practice  of 
law  nor  does  it  provide  legal  advice.   However,  after  reading  the 
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state  law  regarding  subrogation,  we  are  of  the  opinion  that  very 
few  claims  will  ever  be  successfully  subrogated  under  that  law. 

We  believe  subrogation  is  an  appropriate  function  for  a  plan 
and  encourage  our  clients  to  actively  seek  recovery  of  payments 
where  permitted  by  law. 

We  recommend  the  Department  of  Administration  and  BC/BS  take 
an  active  role  in  the  encouragement  of  the  legislature  to  adopt 
legislation  permitting  subrogation  without  requiring  a  finding  of 
liability  and  without  the  delay  required  by  Section  2-18-902, 
MCA. 

ELIGIBILITY  CHANGE 

The  BC/BS  claim  system  processes  claims  based  on  eligibility 
data  provided  by  the  State.  Eligibility  for  various  benefits  may 
change  during  an  individual's  period  of  participation.  However, 
no  change  is  made  by  BC/BS  until  it  is  reported  on  the 
eligibility  tape. 

The  eligibility  up-dating  process  at  the  State  may  not 

contain  an  effective  age  edit.   We  observed  retiree  claims  for 

one  individual  which  were  incorrectly  paid, in  part,  due  to  the 

use  of  an  eligibility  code  that  applies  to  people  under  age  65. 
The  claimant  was  over  65  at  the  date  of  service. 

We  recommend  that  the  eligibility  system  be  enhanced  to  edit 
for  codes  that  are  inconsistent  with  age  and  other  factors. 

ANNUAL  AUDIT 

Montana  law  requires  an  annual  audit  for  the  plan.  While  a 
recommendation  for  a  change  in  the  law  has  been  made,  the  annual 
audit  requirement  still  remains  as  the  law.  We  cannot  recommend 
violation  of  State  law. 

***** 
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EXHIBIT  A-1 


DEPARTMENT  OF  ADMINISTRATION 

STATE  PERSONNEL  DIVISION 


TED  SCHWINDEN.  GOVERNOR 


ROOM  130,  MITCHELL  BUILDING 


STATE  OF  MONTANA' 


HELENA,  MONTANA  S9620 


October  4,  191 


Ray  Wolcott 

Wolcott  and  Associates,  Inc. 

7800  West   110th  Street,  Suite  100 

Overland  Park,  KS   66210 

Dear  Mr.  Wolcott: 

I  have  received  your  audit  report  on  administration  of  the 
State  Employee  Benefit  Plan,  and  provide  the  following 
response  to  your  recommendations: 

Accident  Claim  Procedure 

We  recommend  the  State  direct  Blue  Cross/Blue  Shield 
(BC/BS)  to  modify  the  claim  procedure  to  require  the 
following  information  prior  to  payment  of  supplemental 
accident  benefits:  (1)  date  and  place  of  accident; 
(2)  brief  description  of  accident;  and  (3)  statement  that 
the  accident  was  or  was  not  work  related. 

Response 

We  concur  that  BC/BS 's  procedure  for  processing  accident 
claims  requires  further  examination  and  probable  modifica- 
tion. BC/BS  currently  collects  the  recommended  accident 
information  for  claims  totaling  more  than  $75  but  relies 
on  procedure  codes  to  determine  if  an  eligible  accident 
has  occurred  for  claims  of  $75  or  less. 

This  procedure  leaves  room  for  overpayment  error  on 
smaller  claims  and  one  such  error  was  found  by  the  audit. 
This  amounted  to  no  more  than  an  $11  overpayment  and  for 
any  one  claim  would  not  exceed  $15.00  ([$75.00  times  1.00] 
minus  [$75.00  times  .80])  provided  the  deductible  had  been 
met.  If  the  deductible  had  not  been  met  it  could  result 
in  overpayment  of  the  full  $75.00  since  supplemental 
accident  payments  are  credible  toward  deductible  require- 
ments . 

The  error  rate  and  cost  impact  of  BC/BS 's  procedure  will 
be  further  examined  and  a  cost  effective  solution  develop- 
ed.  This  could  involve  lowering  the  threshold  amount  for 


Ll-EBB 


AN  eOuAL  OPPORTUNITY  EMPLQyER 


EXHIBIT  A-2 


Ray  Wolcott 
October  4,  1988 
Page  2 

which  accident  documentation  is  obtained,  requiring 
documentation  for  ambiguous  procedures  codes,  restructur- 
ing the  benefit  or  a  combination. 


Replacement  Dentures 

We  recommend  the  State  advise  BC/BS  of  the  correct 
definition  and  effective  date  of  "The  Plan." 

We  further  recommend  the  booklet  language  regarding 
replacement  dentures  be  written  to  clearly  describe  the 
frequency  of  replacement  acceptable  for  payment  under  the 
Plan. 

Finally,  we  recommend  BC/BS  retain  the  date  of  most  recent 
placement  or  replacement  in  the  computer  system  to  permit 
testing  of  the  time  period  or  request  information  from  the 
dentist  regarding  the  dates  of  prior  services. 

Response 

Based  on  the  audit  finding  that  BC/BS  requires  clarifica- 
tion of  the  term  "plan"  we  have  sent  a  letter  of  clarifi- 
cation. We  will  also  redraft  the  provision  language  in 
the  next  plan  document  to  clarify  that  replacement 
dentures  are  only  covered  after  five  years  from  the  date 
of  the  last  dentures  paid  by  the  plan  regardless  of 
whether  the  last  dentures  were  initial  dentures  or 
replacement  dentures. 


Coordination  of  Benefits 

We  recommend  the  State  request  COB  data  at  least  annually. 
We  suggest  this  process  be  completed  at  the  agency  or 
department  level  at  the  beginning  of  each  Plan  year. 

Response 

Coordination  of  benefits  savings  to  the  state  plan  as  a 
percent  of  paid  claims  is  lower  than  that  reported  by  some 
other  plans.  This  may  be  the  case  because  few  state 
employees  or  dependents  have  other  coverage  or  because 
other  coverage  is  under-reported.  We  agree  that  measures 
for  obtaining  accurate  information  on  other  coverage  needs 
to  be  explored  which  may  include  an  employer  initiated 
request. 
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Hospital  Bill  Audits 

We  recommend  the  State  request  BC/BS  to  implement  a 
hospital  audit  program  using  either  their  own  staff  or  the 
services  of  an  outside  firm. 

Response 

We  have  explored  hospital  bill  auditing  services  in  the 
past.  A  pilot  study  found  that  few  errors  occurred  and 
errors  resulting  in  cost  to  the  plan  were  offset  by  errors 
in  the  Plan's  favor.  We  will  continue  to  assess  the  need 
for  this  service. 


Annual  Report 

We  recommend  that  the  annual  report  be  more  extensive; 
address  recommendations;  provide  a  complete  overview  of 
all  plans  being  administered,  their  premium  rates,  and 
employee  contribution  requirements;  and  financial  state- 
ments for  the  self-funded  portions. 

Response 

We  concur  with  this  recommendation. 


Plan  Rules 

We  recommend  the  Department  prepare  rules  to  comply  with 
Section  2-18-811,  MCA. 

Response 

We  concur  with  this  recommendation. 


Subrogation 

We  recommend  the  Department  of  Administration  and  BC/BS 
take  an  active  role  in  the  encouragement  of  the  legisla- 
ture to  adopt  legislation  permitting  subrogation  without 
requiring  a  finding  of  liability  and  without  the  delay 
required  by  Section  2-18-902,  MCA. 

Response 

We  agree  that  BC/BS  is  limited  by  state  statute  in  their 
ability  to  recover  plan  funds  through  subrogation.  The 
role  the  department  should  play  in  changing  the  state's 
subrogation  statute  is  a  policy  issue  that  will  be 
assessed  by  Department  officials 
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Eligibility  Change 

We  recommend  that  the  eligibility  system  be  enhanced  to 
edit  for  codes  that  are  inconsistent  with  age  and  other 
factors . 

Response 

Contrary  to  the  assumption  underlying  this  recommendation, 
the  State  Plan  does  contain  an  age  edit.  Each  month,  a 
list  of  individuals  turning  age  65  is  generated  and  sent 
to  BC/BS.  BC/BS  verifies  the  information  and  changes 
codes  in  the  BC/BS  system.  The  error  found  by  the  audit 
may  have  predated  the  improved  codes  which  were  imple- 
mented in  September  of  1987. 


Annual  Audit 

We  recommend  an  annual  audit  of  the  employee  benefit  plan 
be  performed  until  the  law  is  changed. 

Response 

We  concur  with  this  recommendation. 


Thank  you  for  the  opportunity  to  respond  to  your  audit 
report. 


Sincerely, 


/T^ 


TL-^ 


Jc^ce  Brown 

Benefits  Program  Manager 

JB/bmp 
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EXHIBIT  B-1 

Blue  Cross 
Blue  Shield 

ol  Montana 

Helena  Division  Great  Falls  Division 

404  Fuller  Avenue  •  P  O  Box  4309      3360  10th  Ave  South  •  P.O  Box  5004 
Helena.  Montana  59604  Great  Falls.  Montana  59403 

(406)  444-8200  (406)  791  -4000 

Reply  to  Helena  Division 
October    4.     1988 


Mr.  Ray  Wolcott.  Jr. 

President 

Wolcott  &  Aesociates.  Inc. 

Suite  100, 

7800  W.  110th  St. 

Overland  Park,  Ks .   66210 


Dear  Mr.  Wolcott: 

Enclosed  are  our  comments  on  the  special  purpose  audit  of  the 
State  of  Montana  Employee  Benefit  Plan  which  covered  the  period 
March  1,  1986  through  February  29,  1988.   We  request  our  comments 
be  appended  as  EXHIBIT  B-1  of  the  final  audit  report. 

X  -  COST  CONTAINMENT 

HEALTH  MAINTENANCE  ORGANIZATION: 

HMO  Montana  was  developed  utilizing  sound  risk  management 
principles  normally  associated  with  traditional  insurance 
products.   In  a  dual  choice  environment,  HMO  Montana  will 
offer  an  HMO  benefit  design  which  actuarially  is  equivalent 
BO  that  selection  by  the  employee  is  based  on  the  delivery 
system  rather  than  higher  or  lower  overall  benefits. 

Contributions  (employee  out-of-pocket  premium  expense)  and 
the  overall  benefit  differences  are  evaluated  annually  to 
ensure  that  adverse  selection  will  not  occur  and  that  a 
good  mix  of  members  is  represented  in  each  product. 

The  Utilization  Review  process  provides  assurances  that  pru- 
dent use  of  health  care  services  is  the  standard  rather  than 
the  exception.   In  addition,  the  provider  contracts  for 
HMO  services  benefit  employers  who  participate  since  the 
program  is  experience  rated . 

XI  -  RECOMMENDATIONS 

REPLACEMENT  DENTURES: 

Your  recommendation  includes  the  statement,  "BC/BS  retain 
the  date  of  most  recent  placement  or  replacement  in  the 

computer  system "    I  would  like  to  make  it  clear  that 

the  computer  claim  system  (RBS)  captures  this  data.   When 
BCBS  (then  MPS)  obtained  the  State  of  Montana  employee 
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contract,  a  decision  was  made  at  that  time  by  the  State  not 
to  secure  placement  or  replacement  denture  dates  from  the 
incumbent  carrier.  Any  processing  errors  noted  during  the 
audit  would  have  been  related  to  placement  or  replacement 
dentures  incurred  prior  to  the  BCBS  effective  date. 

HOSPITAL  BILL  AUDITS: 

Results  of  on-site  audits  at  several  hospitals  conducted  by 
the   Montana-Wyoming   Foundation   for  Medical   Care  several 
years  ago  were  not  "cost-effective".   However,  as  a  re- 
sult of  the  on-site  audits,  BCBS  elected  to  establish 
procedures  and  edits  for  review  by  our  Utilization  Re- 
view Department  and  Medical  Review  Staff. 

Currently,  the  Utilization  Review  Department  reviews  all 
claims  for  Medical  necessity  if  there  is  a  total  payment 
equalling  $10,000  or  more  on  a  claim.   Itemizations  are 
requested  and  reviewed.   Excessive  Utilization  is  quest- 
ioned and  invoice  or  requisition  slips  requested  when 
necessary.   All  "Miscellaneous"  charges  are  reviewed 
after  reciept  of  proper  invoice  material. 


In  conclusion,   I  would  like  to  note  that  you  and  your  staff  were 
professional  in  the  conduct  of  the  audit  and  were  very  know- 
ledgeable in  the  health  care  field. 


Sincerely, 


Clyde  Bigelow 

Vice  President,  Internal  Audit 


